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25 MAY 1988.

OCA 1598-88

Honorable Dan Rostenkowski, Chairman
Committee on Ways and Means

House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

On 26 April 1988, Chairman Stokes of the Permanent Select
Committee on Intelligence wrote you concerning a proposal to
amend Section 912 of the Internal Revenue Code to provide tax
treatment on allowances for certain Department of Defense
personnel comparable to that provided to Foreign Service and
Central Intelligence Agency employees for similar allowances.
This proposal was contained in Section 601 of the
Administration's proposed version of the Fiscal Year 1989
Intelligence Authorization bill, submitted to the Congress on
9 March 1988.

The background of the prcposal is as follows. Several
years ago, the Congress recognized that individuals employed
overseas by the National Security Agency and the Defense
Intelligence Agency serve in circumstances comparable to those
of cverseas employees of the Central Intelligence Agency and
the Foreign Service and, as such, should receive comparable
allowances. The Congress therefore extended tc the former
group of employees allowances comparable to those enjoyed by
the latter. An inequity, however, remains between these
groups: CIA and Foreign Service personnel receive favorable
tax treatment on their allcwances while comparable DoD officers
do not. This proposal would rectify that inequity.

As the materials enclosed with Chairman Stokes' letter to
you indicate, the proposal has previously received a favorable
response in the Senate. We in the Intelligence Community
strongly support it and would greatly appreciate its favorable
consideration by the Ways and Means Committee.
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Please let us know if you have any further questions.
The Office of Management and Budget advises that the

submission of this report is consistent with the
Administration's objectives.

Sincerely yours,

A/ William H. Webster

William H. Webster
Director of Central Intelligence

cc: The Honorable Louis Stokes, Chairman, Permanent Select
Committee on Intelligence
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SURJECT: Letter to Mr. Rostenkowski regarding FY '89
Intelligence Authorization Bill

OCA/LEG/ (19 May 1988) STAT
Distribution:
Original - Addressee
1 - ER

1 - DCI

1 - DDCI

1 - EX DIR

1 - D/ocAa

1 - OCA Registry

1 - OCA/Leg/Subject File: FY '89 Intel. Auth. Bill

1 -[ |Signer STAT
1 - OCA Read
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Bl RICHARDSON NEW MEXICO

WENRS 3 VDL RAMONS WASHINGTON, DC 20515-6415 ;

1
DICE CHENEY WYOMING . 88-1988X -
806 L'VINGSTON LOUISIANA :
BOF MIEWEN OMID .- - - -
DANIEL € LUNGREN CAUFORNIA
BUD SHUSTER PENNSYLVANIA

THOMAS § FOLEY WASHINGTON £X OFFICIO

ROBERT M MICHEL ILLINDIS EX OFFICIO April 26’ 1983 m FM M '

Honoradle van Rostenkowski

Chairaan

Comuittee on Ways and Means

1102 Longworth House Office Building
hashington, D. C. 20515-6348

Dear :ir. Chairman:

On march 9, 1988, Acting Director of Central Intelligence Robert M. Gates

submitted to the House a proposed Intelligence Authorization Act for Fiscal
Year 1989. Section 601 of that proposal would amend Section 912 of the
Internal Revenue Code to provide tax treatment on allowances for certain
Department of Defense personnel comparable to that provided to Foreign Service
and Central Intelligence Agency employees for similar allowanses.

AY
In introducing the Intelligence Authorization Act for Fiscal Year 1989
(H.K. 4387, ordered reported by the Permanent Select Committee on Intelligence
on April 14), 1 did not include this Frovision, which more properly lies
within the jurisdiction of the Committee on Wavs and Means. 1 believe,
however, that this proposed change to the Coae is a reasonable one and that it
deserves consideration by your Committee. 1 have urged the Director of
Central Intelligence to communicate directly with you concerning this proposal
and will be happy to appear in support of it before the Committee. I enclose

a8 copy of tne provision and an explanation provided by the acting Director of
Central Intelligence.

LOUIS STOKES
Chairman

Enclosures

cc: Director of Central In
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"(Z) The terr 'fcreign intelligence collecticn ectivities'
reans the ccllection ¢f fereign intelligence or

counterintelligence infcrmsticn, &nd releted suppcrt
activities, btv & compcnent cof the Depertrent of Defense.
"(3) The terc 'intelligence activities' ceans --

"(£) the collecticern cf fcreign irtellipence or
ccunterintelligence inferrastioen;

"(F) the conduct cf counterintelligence cperesticns;
"(C) the cconcduct cf cevert acticn;
"(B) csvprert activities; and

"(L) anv other intelligence cr intelligence-reletec
activity cf the Lrite¢ States.”

(t3(1) Except es prcvicdec btv peregreph (2), subcharter I3
of crepter 21 cf title 1C, Uriec ftetes (Cocde, es eaccec tv
csubsecticern (2), shell take effect et the encd cf the ¢C-cev
pericd begirring cn tte cete of the enectrent cf thic act.

(2) Secticn 43€(e) cf such title (relating tc\Yegulaticns)
chell tabe effect cn the cete cf enactrment of this Act.

TI1TLE V1 - NS&/L14
FPERSONNEL 2UTFCFRITIES IMPRCVEMELNTS

S&/I'1L Ermrlovee Tex Ecualizaticn

SEC. 6C1. Sectiocn €12 (1) cf chepter 1 cf title 2¢, Unitec
Stetes Code, is amended bv striking the "er'" in perasgreph (C)
anc inserting st the end therecf the fcllcwing new paragraphc:

"(E) subcecticn (t) cf secticn € of the Reticnel
Securitv Agencv Act cf 195%, as ecended (50 U.c.C. %402
note), whenever the allecwsnce voulc be excluded fror gross
income under paragraphs (1)(A&) cr (1) (E) of this section, cor

"(F) subsecticn 1€05 (e) of title 1C, Urited Stetes
Code, whenever the &gllowance woulc be excluded frerc gross
income under paregreph 1(&) of thic section.".
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TITLE VI
NEA/L1A
PERSOFNEL AUTHORITIES 1LPRCVEMENETS

Secticr ((C1 woulcs

en.enc secticn €12(e) cf the Internel
Fevenue Ccce of 1954 to grent tax treetrwent cf ellewances
currently previded to certeir Lerertrent cf Lefense (I'el)
perscnnel uncder secticn $(b)(1) of the Neticnal Securitv Agency
hct cf 1C3¢ 2rné cection 1€CS cf title 10, Unitec States Ccac,

corperatle with that provided to Foreigr. Service eoplovees fer
sirilar allcwvances.

The Intelligence Authorizaticn Act of 1982 (Public Lev
©7-8%) arencded the Nationsl Security Agencv Act of 19fo tc
allcwv the Tirecter of the Laticnel Seccritv Agencv to provicde
allcwences enc benefits to cetezin civiliap erplcvees of el
whicl were ccrperebtle tc those previdec to the Cepcrtrent of
ctete's Fereign Service and te erplovees of the Centrsl
Intelligerce fgencv. Puring thre irplerernteticn of thie
stetute, it was disccvered that corparetilitv cf the zllevences
cculed ncet be achieved unlecss the tax exerpticn previYecd fer
Foreign Service anc CIA errlovees under sectiorn €12(1)(A) andg
(B) of the Internsl Pevenue Code wes alse availsable fer

civiliens errlceved and assignec¢ tc the Neticnal Security Agencvy.

The Intelligence Authorizaticn fct fer Fiscal Year 1C8<
(Futlic Law €6-215) arerded title 10, Unitecd States Code, to
Prcvide certezin ellovarces and benefits tc perscnnel essigned
tc Defense Attaché Cffices and Defense Intelligence Agencv
(LI#) lieiscn Cffices ¢verseec corrarable te these Frevided by
the Secreterv of State to officers anc emplcvees of the Fereign
Service uncer charter 9 cf title I of the Fereign Service et
cf 1G8C anc the prcvicsiens of 5 U.S.C. 15924 (4). Althougth
Ssecticn 16CS was designed to establish ecuivalence between

DACG/PIALO civiliens end Foreign Service personnel with respect

tc cenv allcvances and benefits, the ectua] value of the

allcowences end benefits to CAC anc DIALO personnel is less than
the value cf the benefits to Fereign Cervice Ferscnnel, since
the benefits grented under the Foreign Service Act are tax-free
bv virtue of section €12 of the Internel Revenue Code wvhile
thcse grarted under section 16C5 are not execpt from taxstion.
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The current inequitv in taxstion hes been corpounded by
subsection 1232(t) cf the Tex Fefcrr Act of 1566 (Public Law
¢€-514). This subsection provicdes that civilian errplovees cof
DcD stationed in Panars mav exclucde frem groes inccre
allowances which are corparatle tc sllcwances excludeble under
cection S1Z(a) cf the Internal Yevenue Code kv emplovees cf the
Depertment cf State stationec¢ in Fanars. Thus, it appears thet
arv Lefence Intelligence Agencyv cr YNaticnal Securitv Agencv
perscrnel stationecd in Psnmare will, in future taxstle vears, be
atle te exclude fror their gresc incere Fereign
Service-equivalent a2llowances anc tenefits grantea tc thec.

As & result of the prcvicicns discussed abcve, there is ncw

a situation where the tax laws treat identicel sllowances and
benefits cifferentlv for NSA and ['IA civilian personnel
staticned cversess, fror that of Fcreign Service personnel.
M¥orecver, under the Tax Refcrn Act of 1986, the tax laws now
treat identicel ellcwances and berefits differentlv for KSA ancé
L1/ civiliar perscnnel in Fanare freor all other KSZ ané LIA
civilien personrel stationed oversezs. The edciticn ¢f the
Propcsec paregrerts (E) and (F) te sectien S12(1) c¢f the
Internel Revenue Code cf 1654 vill previde €ecuel tax trestrent

cr icenticel allcwances anc benefits received bv NSA, DIA and
Foreigr. Service civilian personnel staticned arcund the world.

The Congress ic mindful of this prebler ané has indicated =
willingness to assist. A prcvisicn identical to the amendment
souvght here was included in S. 1243, the Fiscal Year 195E/8¢C
Intelligence Authorization Act =zs repertec tv the Senate Select
Corrittee cr Intelligence. Pvring flcor action en Julv 23,
19¢€7, however, SSC1 Chairren Borer was compellec to move tc
Strike the precvision fror S. 1243 on account cof a
jurisdicticnal cdispute. Le incicetec, hcwever, that the

cngrese wevld be verv receptive tc the provision in the future
(Ccnpressional Reccrd, Julv 23, 19€7, pp. £ 1065%1-62). Secticn
Ul 1s resubritted tc allew the Congress to proceec in the '
ratter.
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